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President Ramiro de Leon Carpio's administration is locked in a battle with the business sector over
tax reforms that were designed to put the country's fiscal house in order by raising the government's
tax revenues from 6.6% of GDP in 1994 to 8% in 1995. The eight-part tax law was to have gone into
effect in January but was stalled by determined opposition from business leaders who argued that
the tax hikes were regressive and that parts of the law were unconstitutional. The plan not only
raises taxes generally but contains an enforcement clause requiring mandatory jail terms of two to
six years for tax evaders. Leading the opposition to the tax plan is the powerful umbrella committee
for agricultural and business organizations (Comite de Asociaciones Agricolas, Comerciales,
Industriales y Financieras, CACIF). CACIF brought suit in the Court of Constitutionality and
succeeded in getting a provisional order on April 5 suspending implementation of the tax plan.
The tax reform is the heart of a package of reforms, supported by the International Monetary Fund
(IMF), to put the government's finances on a sound footing. The package also includes increasing
the country's monetary reserves and stabilizing the currency exchange rate. Therefore, failure of
the administration to put the tax plan into effect endangers the entire reform package. This in turn
could throw into doubt pending multilateral support loans that are conditioned on IMF satisfaction
with Guatemala's progress in fiscal restructuring. That danger became real on April 1, when Central
Bank president Willy Zapata announced that negotiations with the IMF to reach agreement on
macroeconomic goals for 1995 had been postponed because the CACIF suit left the question of
future revenues and fiscal solvency up in the air.
In response to the court decision, the administration asked the legislature to separate two key points
from the suspended tax bill a 10% tax on interest gains and a 1.5% tax on net corporate assets and
put them into new legislation. But, both the administration and CACIF have rejected each other's
alternative proposals. The president said the effects of the suspension could be "disastrous for the
country" and warned that the without the income from the tax hike, a revenue shortfall of some US
$114 million would force many government activities to a halt. The tax battle took a new turn on
April 11, when the government announced an abrupt overhaul of the country's tariff system. The
changes will alter existing tariff rates to bring them all to a uniform level of 10%. The administration
said the changes will bring in an additional US$210 million in revenue more than offsetting the
estimated US$114 million shortfall from the suspension of the tax plan.
At the same time, Minister of Economy Eduardo Gonzalez, who had committed himself to a Central
American common tariff policy, resigned because he lost the battle to hold the line against the
unilateral tariff increase. Gonzalez was pressing for a tariff policy conforming to the plan unveiled
by El Salvador on March 22, which calls for a rapid reduction in Central American tariffs to zero
by 1999 (see Chronicle, 04/06/95). Gonzalez said the new tariff would have "a negative effect" on
the economy. He predicted that many Guatemalan manufacturers would move operations to El
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Salvador to take advantage of the lower cost of inputs resulting from the lower tariff in that country.
The industrial sector in Guatemala, he said, was in danger of disappearing. Indeed, the new tariff
would clearly hurt manufacturers more than some other types of businesses. This is because it sets
a uniform rate on all imports, which previously were taxed at varying rates. For example, the tariff
on industrial raw materials must be raised from 5% to 10% in order to reach the uniform level, while
goods imported by some other sectors of the economy will actually be lowered to reach the 10%
level. In the case of finished consumer goods like cars, computers, and electrical appliances, the
tariff will drop from 20% to 10%.
The president defended the new tariff saying it was needed to avoid a financial collapse of the
government. Finance Minister Ana de Molina denied accusations by the Central American economic
integration secretariat (Secretaria Permanente del Tratado General de Integracion Economica de
Centroamerica, SIECA) that the tariff changes violated regional economic accords. Molina said that
an escape clause in the regional tariff system (Regimen Arancelario y Aduanero Centroamericano)
permits unilateral changes and that the changes in any case were temporary. After a three-week
impasse between the administration and CACIF, the two sides worked out an agreement averting
a nationwide business sector strike that CACIF had set for April 24. CACIF and government
representatives agreed to present their respective proposals on fiscal reform to Congress and to
abide by whatever plan emerged from the lawmakers.
Alternatives under discussion include making downward rate adjustments in both the new tax and
the uniform tariff rates. Meanwhile, Guatemalan representatives at a meeting on May 6 of the five
Central American partners in the economic integration process agreed that in the future no member
state would raise its tariffs without prior consultation with the secretariat of the Central American
tariff council (Consejo Arancelario Centroamericano, CAC). [Sources: Agence France-Presse,
03/13/95, 04/04/95, 04/06/95, 04/10/95, 04/11/95; Notimex, 04/12/95, 04/12/95, 04/24/95; Inforpress
Centroamericana (Guatemala), 04/20/95, 04/27/95; Reuter, 05/06/95]
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